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Control of Cash Holdinwra

“hen the Communists ocruniel the mainland. they attributed the rise in commodity
nrices anl the slumv in value of their currency to the fact that the total volume
of currency {ssued fell behind recuirenants, The vhenomenal uvheaval in feneral
commodlty vwrices in June and Octnbey 10k vag mainly caused by the ammromiation
of imrense funds by the Comrunist arry andi comrercial organizations. Accordingly
in Aoril 1950, the Comrunists enforced the control of casgh holdings by ordering
that all cash holdings of their official orannizations, army, nublic entermriseg,
and co-onerative sncieties in excess of a gnecitied sum were to he denosited with
the =07le¥g Bank, and that their mitual transactions riast be cleared througsh the
Pepnlels Rank tn vhich thess nrganizations mat weriodicsl'y rewort their receints
and vayments. As a rezult the rajority of nationsl cuwrrency devosit is now con-
centrated in the hands of the Promie’s Zank, which holds a denosit several timeg
the volume of currency in market cirenlation.

2. Jar¥ing ‘hanghai as an exornle, the follmine tanle glves a comnarison betwesn the
volume of negotiable hillg cleared threuch the Feomle's “ank with the total volume
of devwosit in wublic and orivate hans there Auring the neriod Avril to Decerber
1¢50: :

Yolure of Bills Frchrneod Volume of Devosit
(in £100,000,000) (in $100,000,000)
Avril 7,708, 644 7+775.34
May 7,736.02 8,842.75
June 7, 564,62 - 8,283.64 .
July 7,692.82 11,792.43
August - 7,683.07 11,745,531
Sentemher 7, 694,02 " 11,P97.26
October 7.724.13 . 12,753.62
November 7,723. 64 13,945,.26
Decerher 7.735.69 15,213.56
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3. In Cctober 1950, in ~rder to cone with the effect of the Forean rar on con-
tinental rarkets. the Comrunists termorarily frome =11 Aevosits of national
argani-ations ani official entermrises. These demosits vere unirozen in the
riiile of Decerber of the same year.

The Tnture andi Cbiect nf Communist Currency Control

“.  Comrunist cu-rency centrol Auring 1050 may be sur-arized as the desisnotion
nf the eovwle's Jank as the center of cash hollinzs. ‘orls on other »rocrars
s nordly beun. i.e. the central clearinm sraten cannot be said to nave heen
univers-1lly adostel since crrmrereinl credilt sxtenzion still obtains hetween
1i{ferent units of nrganizations, anl short-term eredit hns not been entirely
centralized in the “eonle's MBank. "o “ivisinn hns ret been mate beti-een lonze
terr construction investrents ng apainst shert-term emergency lnons. urther-
~ore, ag to the »lans of receints and wayments, a srell number of units hove
not yet commiled these, vhile some of those rnich heave been corniled lrelr
details. To learn from the ex-erience of the U33R, it was believed necessary
to ke the Peomle's fank not only the center nt cash holdinegs tmt also the
center of all claarin: and all eredit.

7. The Commmnist Txecutive Yuan® wrorulgnted nnd eninrced the ’rocedure for
“forcerent of Currency lLontrel »ni the “rocedurs for Comwilstion of Zecords
of Currency “eceits and Currency “ayments cn 25 Decermber 1050. Thege may be
sumrarized inte four mein noints:

7. The Strenthenins of Control of Crgh Yaldinrg., I 3o Decerber 10580, 75
wercent of Corrunist Government orsanizatiens, srry, enterorises,
institutions, nnl co-~on-ratives noened sceounts »-ith the “eonle's 3anl.
The emaining 25 vercent were to lo the sare in 1951, A sneciried lirit
of cazh holiinss vng Ln he enforced,»nl sunervisinn 'ns to he exercised
over all units to cornile records of cu rency receints and anyments
according %o conditions laid down and to carry out nlans acenrding to
fixed mrocedure.

b. he "niorcerent of Clearinz Throurh Account Transler withont Cash “ayment.
Aecording to siecified recuirerents, all noeratine units mist o9en clearing
accounts with the brnk vhile »11 units in charre nf cash receints =and
sayments mist oven current accounts. Transactiona between clearing
accounts are clearel tarmsh the use of » certiricate of nayrment of boleonce
between total receints and ayrents, -hile thnse hetrresn clearing and curren
necounts ~nd btetwesn current accounts thaerseclves are settled by account
transfer caeccls. Toth the certificates snd the checls in (nestion are not
alloted b0 clrenlnte in the ~arket, nor con they be cnaned. Cash funds
mey only bYe avnrovristed for oayment of vages, traveling exvenses nnd thase
transactions 1ith wrivate enterorises. vrhsn moulntinng and rTarrers.

¢. Centralization of Short-Term Credit. 'hile the floating funis of enter-
srises and co-oeratives shonld in mrineinle be nartly accumalated by
thenselves, the Peoorle's Bank extends loans for neeting cbligations of a
current n~ture, on nresentation to the Aank of their wlans for utilization
of the loans as vell as an underiaking to renay them on raturity, together
vwith the requisite morteages to secure eventual renayment. A distinction
is mude regarding exveniitures nf enterorises for construction nnd equino-
ment vurnoses which belong to the snhere of investment for fundamental
national construction and hence are vwrovided for throush snecial annronri-ti
by the Government under the revenue budgzet.
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d. Suvervision of Investment for Fundsnmental Tlatignal Construction. The
snhere of investrent for thls vurvess is lirited to construction and
equinment. All necessary "unds are nmpronrinted through the national
revenue budget for the current fisecal year and are handled by a
special bank engaged in that snecial construction enterarise as
avnointed by the Peonle's 3ank to unify the eontrol of exveniiture
of these funds and to sunervise their »romer use. The units of
tuands nrovriated shoull be so sradusted as to nrogress with the
Adirferent stages of the construction works. After the cornletion
of the censtruction rvorks, they should be checked over by the gnecial
banks snhointed to sunervise the tunds and then throush the setting
un of Asvrecistion of national entervrises ~nd the management of
sinking funis, the bank accurmlates further national eanital for
continual revwroduction and exvansion.

“he main nims of the Chinese Comrminists are:

a. To convert the Peovnle!s Bank into the center of custody ol all cash
reserves by economic menagerent of their crgh control schere.

b. To convert the Psoolels Bank into the clearinz hause of AifTerent
nroductive units whose oblisations towards each other are settled
by account transfer checls mnd certifieates o7 iayment of balnnce
betwesn total receints nnd msyrents vhich ennnot he renlized into
ready money in the market ant are sgood only for account transfer
MIDOSES.

o
o

To achieve, by means of abolition of all comercial credits, the
Huiliinz un of the Peomlets Tnnk into the center of loans ~nd credits.

ilans for levenue Receiots nnd Txnenditure “ayments and lans for Toans on
(redit to Productive “nternrises

Immortant in the Chinese ~arrency control schere are the »lans for reveme
receints nnl exHenditure uayments, cormmilation oi which is based on the
folloving material:

a. The businesz ranngerent scheme (includine ilie scheres for wnroduction,
sele and murchase of goods and for {inancin; the business) or the
entire budeet estirate (including wrovision for ordinary, svecial and
terworary sxvenses);

b. the nctual distribution of [unds by the reslons’hle authorities ensaged
in the business, and

c. the actual result of revenus and exwenditure for the hmsiness, and the
zenganal reret fluectustions Auring the current meriod.

Tn aszociation ith the “lans rentioned ahove, the ~uthorities utilirsed the
credit control scheme to determine the volume of currency lssue. This credit
control scheme is the basis of Aistribution by the Peonle's Tank of cenital
invegtrents aronz various woductive economic enternrises and isg executed

by the Comrunists on the basis nf relative urgency of the Alfferent dermands
for funds. It sives svecinl consideration to requirerents of the n-tional
economy. The conditions for such eredit are the boarrowins units of enter-
sriseg *ust be thoze subject to ~uliting control with selfwnrovided [Moating
canital and vith an inde endent accounting system. Cther regquirements for
the granting of credit are:
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a. The abolition o. 7revious conmercinal credit -rectices, such as the.
nayrment of denosit anl the onening of wronis:=ory nntes or bills of
exchange;

b. the credit granted will be linited to such amount as would suifice
Tor the easing of tishtness nf the floating funds, and

¢. the use of the loan ia lirited %o the original murmose.

Gurrency Controel in Manchuria

On 10 Jamary 1°50 the Comrmnist Northeast Pepnlets (overnment abolished the
1950 accounting system vhereby the Central Accountinez Mureau 1as suthorized

to anarooriate all cash, all sunnlies of materials, nd necessary canital to
the main [inancinl ani economic units. Instead the different »roductive units
vere requirel to enforce indemendent anditing systems, vhile the YWortheast
Jank was held resnonsible for the control of cash, the financing of shorteterm
loans and the clearing of their business transactions through the Morthenst
Banlk.

Juring the last guarter of 1950, 42 units established new business relations
vith the Yortheast bank. These were confined mainly to enternriges for the
control of wroductive factories and mines, ant not the »rodnetive mines ~nj
factories them=elves, few of ithich hod direct relations with that regional
centrnl banlk. Dnring this guarter the control tas extenled to the »roiucing
mines ~nl factories vhich, according to the estirate nf six nrovineisl =nd
four municinal branches, numhered 201 at the end of Cetaber.

According to the stntistics of 01 bank hranchess un to the end nf October,
5,213 units were liadle to control of their cash receints ~nd Aishurserentg
by the bank, with 4,648 units nlready annlied to the bank to avorove the
minimun cash holdings and already subjected to the banl's control of thelr
accounts. :

.12, ‘’roszres  hrs been made in the carryings oubt of the arojected schere of resvenue

13.

receints and Tinancinl exwenditures in accordrnee with that arranced with the
bank, but still only vith about half success, the difference between the actual
recelnts »nil nryments by the enterrises and the wrojected fisures coning wo to
over 50 mnercent.

The folloving dravbacks in the enforcement nt their nrogram werse adrdtted by
the Communists:

a. Incomvlete Iirures subnitted: e.g. some Fisures compiled include only
exn=nditures without receints, others with cnsh inconmes ani exnenditures
but ritkout receints and nayments by account transfer.

. Lacl of munctual: ty in subrission of fisures: genernlly snmenling, these
figures vere nnt snbnmitted - “thin the stinulated tirme 1imit, with the
rajority ot reelved until the midle of the next month. A few were as
late as the last ten days of the month being even one nr twe Any= from
the end of the next month. "“his delay had adverse effects on the extension
nf credits to these mines anl factories.

c. Ulertain Aivergence in fimres »lanned and actunl re uirsrents of »roduction,
rarketing and mining; i.e,the fisures a»wortioned 414 not ke into full
account the realities of the situation.
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4. Tepligence in the wreliminary audit by the loeal branches. This is fatal,
for the head olfice ol the bank connot be exvected to Imow the iatirate
crnlitions of the distriet and so the inaccurate »relirinary audit vas
accented with unsatisfactory results.

e. The ban officials, not heing conversant with the details oi cost accounting,
sranted the requests of the different nrodnctive units for loans without
bein: shle to juige the actusl conditions.

f. The delay in remittance arfecting the accuracy of the statistics of volume
of currency returned tn the trensury.

Z. ecause of the division into disnmarate entesories between the head banlt snd
branch banhs, the dhranch bans had to cony all the srall details, neceg~
sitating, in the case of Anshan, two or three bookkeswsrs doing nothing
buf conying down the Tirures to be rewrted.

h. The fault of the »lan 1tself in that it vas soretires a nlan bLinily sub-
ritted ani, in other cases, the funds were nlloved to accwmlate and lie
ille.

Currency Controls of 6 larch 1951

. 0n 6 rarch 1951 the Chinese Comrunist Covernment »rerml.ated a resml~tion
vhich “rohibits the roverent of n~tional currency inte cr ont nf China.
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